
(depreciation rate range), current reserve levels should also be

considered in light of the potential for the negative reserve

effect discussed below.

As an aspect of Option A (basic factors range), equal

life group (ELG) procedures should continue to be used even if

industry-wide data will be the basis to determine a range of

curve shapes for accounts.

However, in order to avoid a potential effect of less

than full depreciation of plant costs under Option B (which the

Commission sees as an effect of not using the rate formula), the

Commission can permit a carrier to file a full study if warranted

by unique circumstances, which would include a negative reserve.

The best safeguard against such deficiency, however, is for the

Commission to guard against ranges that are too small. Narrow

ranges will result in deficiencies. 27

A mechanism is also needed to permit a carrier to

amortize deficiencies which may arise under options A or B. If

the price cap carrier option is selected, there is little

likelihood that a reserve deficiency would occur because a

carrier would be fully responsible for choosing its depreciation

27 The Commission appears to be concerned about unintended,
negative consequences to the reserves that may escape the
carriers' attention. NPRM, para. 31. While we appreciate the
Commission's concern, it should be noted that the carrier's
objective (and legal duty) is to maximize shareholder value.
Consequently, we are vigilant as to those circumstances that
would impact us adversely. The price cap carriers have every
incentive to manage costs and expenses prudently over the long
term. However, we encourage the Commission to continue its
efforts to permit carriers to respond to changing technology and
market conditions and to minimize administrative burden.
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rates -- another advantage of selecting the price cap carrier

option.

C. Simplification Of Salvage Is Not In Keeping With GAAP.

The Commission asks whether to eliminate salvage from

the depreciation process. Carriers would be required to book the

cost of removal and salvage as current period charges and credits

instead of treating salvage as part of a depreciation basic

factor. 28 While the Commission's suggestion is certainly a

well-intentioned effort toward further simplification, it should

not be adopted for the reasons set forth below.

The revision proposed by the Commission would be

contrary to Generally Accepted Accounting Principles (GAAP).

Currently GAAP requires that when an asset (fully or partially

depreciated) is retired or sold, a gain or loss is to be

recognized equal to the difference between the asset's carrying

value (net book value) and the proceeds received for the asset.

Under group depreciation, assets are combined into homogeneous

groups and depreciated using average depreciation rates. Gains

and losses are considered in determining the average depreciation

rates. Actual gains and losses are not recognized. Gross

salvage is recognized as a charge or credit to accumulated

depreciation. This group depreciation method is a generally

accepted method of depreciation accounting. When applying group

28 NPRM, para. 43.
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depreciation, GAAP prescribes that the difference between the

carrying value of the assets (net book value) and the net

proceeds from the disposition of an asset must be charged or

credited to the depreciation reserve. This is also what

s32.3100(c) of the Commission's rules currently requires. 29

The proposed methodology would conflict with existing accounting

methods and the Commission's rules.

In addition to failing to comply with GAAP, the proposal

should be rejected because it fails to simplify carriers'

administrative tasks. Booking the cost of removal and salvage as

current period charges and credits will not change the extent of

required carrier resources. It will, however, shift the cost of

the current process to accounting and financial processes.

Because the proposal does not ultimately further the Commission

goal of simplification, it should be rejected.

III. CONCLUSION

For the reasons discussed above, the Pacific Companies

urge the Commission to adopt the price cap carrier option which

will accomplish the Commission's goal of simplifying the

depreciation prescription process. This option would allow LECs

to set depreciation rates which respond to rapid technological

change and is consistent with the goals of price cap regulation.

If, however, the price cap carrier option is not selected, the

29 47 C.F.R. s32.3100(c).

- 22 -



Commission must choose an option that IS tailored to permit price

cap carriers to meet the requirements of an increasingly

competitive environment.

Respectfully submitted,

PACIFIC BELL
NEVADA BELL

JAMES P. TUTHILL
LUCILLE M. MATES

140 New Montgomery St., Rm. 1526
San Francisco, California 94105
(415) 542-7654

JAMES L. WURTZ

1275 pennsylvania Avenue, N.W.
Washington, D.C. 20004
(202) 383-6472

Their Attorneys

Date: March 10, 1993
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